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GOING FORWARD
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TOPICS

1.  Choice

2. Congestion Management

3. Market Power

4.  Cooptimization
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CHOICE

Open access is about providing market participants with
more choices.

• When given choice, market participants will do what is
most profitable;

• Pricing rules that are inconsistent with RTO
operational requirements will be inconsistent with
choice.



NEPOOL Congestion Costs
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CONGESTION MANAGEMENT

Transmission congestion is usually described as a problem
that does not exist “here,“ or is significant only on a small
number of constraints.

• NEPOOL’s market model was based on “full
integration” and the widely stated absence of
significant congestion;

• There has turned out to be lots of congestion, even
before new plants came on line.

Lesson: Congestion depends on costs and bids, not just
transmission capability and the way the grid was operated by
vertically integrated utilities is not always a good guide to
future congestion costs.
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CONGESTION MANAGEMENT

Any transmission or operating constraint that is not priced,
and can be made to bind, will be made to bind.

• The RTO will then be offered congestion management
at $750/MWh or $1000/MWh or $10,000/MWh.

• An RTO’s exposure from unpriced constraints is not
measured in hundreds of thousands of dollars a year, it
is measured in millions of dollars per hour.
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CONGESTION MANAGEMENT 

If the congestion management system requires the system
operator to accept schedules while examining the feasibility
of these schedules for only a subset of the potential
transmission constraints (i.e. using a “commercial model”)
the system operator will likely be required to make
constrained off-payments in real-time.  In the illustration, the
ISO:

• Sells back 100 MW at 2 for $40/MWh;

• Pays $20/MWh to sell back 100 MW at 1;

• Buys 200 MW at 3 at $100/MWh.

The ISO incurs constrained off-payments of $18,000.
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CONGESTION MANAGEMENT 

Artificial restrictions on the congestion management
alternatives available to the RTO can dramatically increase
redispatch costs.

• Redispatch should be based on constraint impact and
as-bid costs;

• Zonal restrictions, balanced schedule restrictions,
minimizing redispatch rules will be very expensive for
those paying the redispatch costs.
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MARKET POWER 

All of the ISOs have had to address locational market power
issues.

• Bad market design can exacerbate locational market
power or create artificially narrow markets in which
locational market power exists but good market design
can’t prevent the exercise of locational market power;

• LSEs divesting their generation must be prepared to
live with the market power consequences of their
divestiture packages.
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MARKET POWER 

Socializing congestion management costs is also a decision
to socialize costs arising from the exercise of market power.

• The revenues from asset divestitures are not shared;

• Socializing congestion management costs means that
the costs of failing to mitigate market power are
shared, but the benefits are not.



California California
June 2000 Price Relationships June 2000 Reserve Prices

# of Hours
Percentage of 

Hours
# of Hours

Percentage of 
Hours

Energy Price < 
Spin Price

61 8.47%

Spin Price < 10 
Minute Reserves 
Price

205 28.47%

Energy Price < 
10 Minute 
Reserves Price

62

8.61%

Spin Price < 
Replacement 
Reserves Price

93

12.92%

Energy Price < 
Replacement 
Reserves Price

75

10.42%

10 Minute Reserves 
Price < 
Replacement 
Reserves Price

173

24.03%

The energy price is the unconstrained PX price.
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COOPTIMIZATION

RTOs that coordinate ancillary service markets critically
need to be able to simultaneously optimize the supply of
energy, regulation, and reserves.

• Pricing systems that try to trick suppliers and pay them
less than the market clearing price don’t succeed;

• The impact of tricks is that suppliers bid differently,
the market becomes less efficient, and loads pay for
the inefficiency.
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